Prior to the late 1990s, low unemployment was a standard feature of macroeconomic life in Hong Kong. Between 1985 and 1997, the Hong Kong unemployment rate averaged 2.5 percent. The picture changed dramatically after 1997 with the unemployment rate rising conduct a short-run analysis to determine whether the observed path of the unemployment rate might have been a temporary, although sustained, response to temporary disturbances experienced by the Hong Kong economy. I conclude that the data favor the latter explanation.
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